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Dear Madam or Sir:

Arizona Public Service Company is providing the attached comments in response to a

request for written comments from the Resource Planning Workshop, held on January 11"1 2008,

pertaining to PURPA Standards.

If you have any questions or wish to discuss these matters further, please call Jeff Johnson at 602-

250-2661 .

Sincerely,

)

Barbara Klemstine
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Arizona Public Service
Initial Responses Regarding

PURPA Standards
Docket No. E-00000E-05-0431

February 1, 2008

Introduction:

The  Arizona  Corpora tion CoMmis s ion ("Commis s ion" or "ACC") he ld  a  re s ource  pla nning
workshop to a ddre s s  non-procure me nt is sue s  on J a nua ry 11, 2008. At tha t works hop, two
s ta nda rds  from the  fe de ra l Ene rgy P olicy Act of 2005 ("EP ACT 2005"), the  "Fue l S ource s "
s ta nda rd a nd the  "Fos s il Fue l Ge ne ra tion Efficie ncy" s ta nda rd, we re  dis cus s e d. Commis s ion
S ta ff re que s te d tha t inte re s te d pa rtie s  provide  writte n comme nts  on those  s ta nda rds . Arizona
Public Se rvice  Company ("APS" or "Company") is  providing these  comments  in re sponse  to tha t
request.

Background:

EP ACT 2005 a dopte d ne w P ublic Utility Re gula tory P olicie s  Act ("P URP A") s ta nda rds . The
purpose  of the  PURPA Standards  is  to encourage : (1) conserva tion of energy supplied by e lectric
utilitie s , (2) the  optimiza tion of e fficie ncy of e le ctric utility fa cilitie s , a nd (3) e quita ble  re ta il
ra te s  for e le ctric consume rs .1 Pursua nt to EPACT 2005, e a ch s ta te  commiss ion mus t cons ide r
a nd ma ke  a n inde pe nde nt de te rmina tion on a doption of the  ne w PURPA s ta nda rds . While  the
Commiss ion must cons ide r the  PURPA Standa rds , its  decis ion whe the r to implement any of the
s ta nda rds  is  dis cre tiona ry?  The  Commis s ion mus t ma ke  s uch a  de te rmina tion by Augus t 8,
2008.3

Fue l Sources /Fue l Divers itv:

The  PURPA Fuel Sources s tandard on fue l diversity s ta tes:

Each electric utility shall develop a plan to minimize dependence on one fuel
source and to ensure that the electric energy it sells to consumers is generated
using a diverse range of fuels and technologies, including renewable
tecnnologies.4

AP S  be lie ve s  tha t ma inta ining a ppropria te  fue l dive rs ity is  a n inte gra l pa rt of the  re s ource
pla nning proce ss . Howe ve r, the  Compa ny note s  tha t the  fe de ra l s ta nda rd, a s  writte n, doe s  not
provide  specific guidance  and, obvious ly, fue l dive rs ity objective s  mus t be  cons ide red in light of
other important factors , such as  cost, environmenta l impacts  and other risk factors .

1
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APS's  response  to the  ACC Staff" s  specific questions on this  PURPA standard is  provided be low.

Question #1 : S h o u ld  th e  C o m m is s io n  a d o p t th e  P UR P A F u e l Dive rs ity
s ta nda rd?  Why or why not?  If so, how?

Response : AP S  be lie ve s  tha t the  a ppropria te  wa y to a ddre s s  this  P URP A
sta nda rd is  to incorpora te  the  ge ne ra l conce pt of cons ide ring fue l
dive rs ity into the  re vis e d re s ource  pla nning rule s  tha t a re  be ing
de ve lope d through the  Commiss ion's  on-going workshops . In our
opinion, e ne rgy s ource  dive rs ity is  a n importa nt e le me nt of the
re source  planning process . Fue l dive rs ity cannot be  cons ide red in
is ola tion of othe r fa ctors  s uch a s  cos t, e nvironme nta l impa cts ,
re s ource  a va ila bility a nd ris k fa ctors . A robus t re s ource  pla nning
proce ss  is  the  ide a l ve nue  to cons ide r e ne rgy source  dive rs ity for
the  following reasons :

The  re s ource  pla nning proce s s  ha s  the  type  of long-te rm
pe rspe ctive  ne ce s sa ry to a ddre s s  e ne rgy source  dive rs ity
issues.

The  re source  pla nning proce ss  is  de s igne d to ba la nce  the
ma ny tra de -offs  tha t a re  inhe re n t a s pe cts  o f re s ource
se lection. The s e  tra de -offs  include  a  wide  s pe ctrum of
is s ue s  s uch a s  cos ts , e nvironme nta l impa cts , fue l s upply
a va ila bility, fue l price  vola tility, te chnologica l ma turity,
and deve lopment risks .

A wide  ra nge  of pote ntia l e ne rgy s upply re s ource s  a re
examined through the  re source  planning process . Although
the  PURPA s tanda rd is  na rrowly labe led a s  a  fue l dive rs ity
s ta nda rd , the re  a re  ma ny type s  o f re s ource s  tha t ca n
co n trib u te  to  imp ro ve d  e n e rg y s u p p ly d ive rs ifica tio n
including (a mong othe rs ) e ne rgy e fficie ncy a nd re ne wa ble
resources. The  re s ource  p la nning  proce s s  s hould  be
designed to comprehensive ly consider a ll resource  types.

Forma l re s ource  pla nning proce s s e s  typica lly provide  a n
ope n a nd pa rticipa tive  forum so tha t the  diffe re nt opinions
and viewpoints  of interested parties  and stakeholders can be
considered on issues such as energy source  diversity.

Forma l re s ource  pla nning proce s s e s  typica lly s pe cify a
filing  fre que ncy for a  u tility to  file  a  re s ource  p la n  a rid
associa ted ana lysis . The  pe riodic na ture  of the s e  filings
will e ns ure  tha t the  is s ue  of e ne rgy s ource  d ive rs ity is

4.

2.

3.

5.

1.
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re pe a te dly a ddre s s e d a nd ca n re s pond to the  ine vita ble
changes in the  resource  planning variables.

Que s tion #2: Wha t informa tion or s tudie s  a lre a dy e xis t on Fue l Dive rs ity?

Response: The re  a re  ma ny use ful source s  of informa tion on this  topic. MuCh
of the  da ta  needed to a ssess  current leve ls  of fue l dive rs ity can be
found in va rious  re quire d filings , s uch a s  the  FERC Form 1 tiling
or va rious  Ene rgy Informa tion Adminis tra tion re ports  (a ll of which
a re  a va ila ble  to the  public). Howe ve r, none  of the se  s tudie s  ha ve
de te rmined the  optimum leve l of fue l dive rs ity.

Question #3: What are  the  current and foreseeable  genera tion portfolios?

Response  : AP S 's  re ce ntly-file d Re s ource  Alte rna tive s  Re port, which wa s
file d  in  Docke t No . E-01345A_08-0010 , h igh ligh ts  the  ma jor
re s ource  a lte rna tive s  tha t a re  a va ila ble  in the  ne a r future . The
ma jor choice s  include  e ne rgy e fficie ncy, re ne wa ble  re s ource s
(including dis tribute d, s ola r, wind, ge othe rma l, a mong othe rs ),
conventional coa l, nuclear and na tura l gas.

Question #4 : What a re  the  potentia l benefits  of Fue l Divers ity?
a . Would fue l price  and energy price  risk be  mitiga ted?
b . Would re gula tory ris k a s s ocia te d with individua l fue ls  be

mitiga te d?
Would re liability be  increased?
Would ope ra tiona l flexibility be  increased?
Would environmenta l impacts  be  reduced?
Would there  be  any other benefits?

c.
d .
e .
f.

Re sponse : There  a re  many potentia l bene fits  of pursuing policie s  tha t le ad to
incre a s e d fue l d ive rs ity. Howe ve r,  the  be ne fits  (a nd  ris ks )
a ssocia ted with diffe rent re source  a lte rna tives  can be  ve ry unique .
For e xa mple , a  re s ource  s tra te gy tha t re lie s  he a vily upon wind
e n e rg y ca n  ce rta in ly re d u ce  fu e l p rice  ris k b y re d u c in g  th e
qua ntitie s  of na tura l ga s  fue l re quire d. Howe ve r, this  s tra te gy is
not like ly to  improve  s ys te m re lia bility or ope ra tiona l fle xibility
because  of the  inte rmittent na ture  of wind ene rgy. On the  contra ry,
othe r type s  of ge ne ra ting ca pa city ma y ne e d to be  cons tructe d to
ensure  adequa te  re liability and to provide  the  ope ra tiona l flexibility
to compensa te  for an intermittent genera tion source  such as  wind.

A second example  could be  the  pursuit of a  s tra tegy to increase  the
a mount of coa l-fire d ge ne ra tion. S imila r to the  wind e xa mple , the
incre a s e d coa l e ne rgy would  he lp  to  re duce  fue l price  ris k by
reducing the  quantitie s  of na tura l ga s  fue l required. The  increased
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coa l ca pa city would also improve s ys te m re lia b ility a nd
ope ra tiona l fle xibility. Howe ve r, the re  could be  e nvironme nta l
impacts associated with the coal generation.

Question #5: What a re  the  potentia l de triments  of Fuel Divers ity?

Response: If "ha rd  ta rge ts ," which re quire  s pe cific  a mounts  of s pe cific
resources , were  es tablished for fue l divers ity, this  could result in a
le ss  than optima l fue l mix when othe r important factors , such a s
cost, are also considered.

Question #6: How would the  s tandard affect cost?

Response : The  cos t impact of va rying leve ls  of fue l dive rs ity would need to
be addressed through each utility's resource planning process.

Question #7: What other factors need to be considered?

Response : The analysis of fuel diversity issues must a lso consider the impacts
on opera ting and maintenance  costs , capita l costs , environmenta l
impacts , a va ila bility and cost o f fu e l supplies, resource
de ve lopme nt ris ks , a nd ma ny othe r fa ctors  tha t a re  typica lly
included within a  utility resource  planning ana lysis

Que s tion #8: If a dopte d, to which e le ctric utilitie s  s hould the  P URP A Fue l
Diversity s tandard apply?

Response : APS be lieves  tha t any s tanda rd should apply to a ll jurisdictiona l
"loa d-se rving" e ntitie s  tha t s e rve  re ta il cus tome rs , including the
traditional utility companies  and competitive  re ta il providers .

Fos s il Fuel Generation Efficiencv:

The PURPA standard on Fossil Fuel Generation Efficiency states:

Each electric utility shall develop and implement a 10-year plan to increase the
efficiency ofitsfossilfuel generati0n.5

Improvement to foss il fue l gene ra tion e fficiency is  an integra l pa rt of the  Company's  planning
process. AP S 's  e xis ting bus ine s s  pra ctice s  e ns ure  tha t cos t-e ffe ctive  fue l e fficie ncy
improvements  a re  identified and implemented a t the  exis ting genera ting units  and tha t further
requirements are not necessary. As with the Fuel Diversity standard discussed above, adopting a
separate federal standard rather than including this general concept in the Commission's resource
planning process would be duplicative.

4
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AP S 's  re s pons e  to the  ACC S ta ffs  s pe cific que s tions  on this  P URP A s ta nda rd is  provide d
be low.

Question #1 : Should the  Commiss ion adopt the  PURPA Foss il Fue l Gene ra tion
Efficie ncy s ta nda rd?  Why or why not?  If so, how?

Response : AP S  doe s  no t be lie ve  tha t a  s e pa ra te  fe de ra l re quire me nt is
ne ce s s a ry be ca us e  it would be  duplica tive  to the  Commis s ion's
re s ource  pla nning proce s s . AP S 's  norma l bus ine s s  pra ctice  is  to
cons ide r and implement cos t-e ffective  e fficiency improvements .

Que s tion  #2 : Is  the re  cu rre n tly s u ffic ie n t compe titive  p re s s u re  to  induce
genera tion owners  to increase  plant e fficiency?

Response  : AP S  be lie ve s  tha t the re  a re  s ufficie nt ince ntive s  for ge ne ra tion
owne rs  to  purs ue  cos t-e ffe ctive  e fficie ncy improve me nts . In
today's  environment of re la tive ly high foss il fue l price s , gene ra tion
owners  can potentia lly save  subs tantia l amounts  and improve  the ir
compe titive  pos ition by imple me nting cos t-e ffe ctive  e fficie ncy
improvements  to the ir power plants . Rega rdle ss  of the  adoption of
th is  P URP A s ta nda rd , AP S  will con tinue  to  imp le me n t cos t-
e ffe ctive  e fficie ncy improve me nts  to  its  powe r pla nts . AP S 's
re ce nt s te a m turbine  modifica tions  a t Cholla  Units  2 & 3 a re  a n
e xce lle nt e xa mple  of the s e  e fficie ncy improve me nts . AP S  wa s
a ble  to improve  the  fue l e fficie ncy a nd incre a se  e ne rgy output by
re pla cing the  e xis ting high-pre s s ure  a nd inte rme dia te  pre s s ure
turbine  rotors . S imila r modifica tions  a re  pla nne d for Four Corne rs
Units 4  & 5.

Question #3 : What are  the  potentia l benefits  of adopting the  standard?
a . Would utility ope ra ting cos ts  be  lowered?
b . Would environmenta l impacts  be  reduced?
c. Would utility environmenta l compliance  cos ts  be  reduced?

Re sponse : APS does  not be lieve  tha t ope ra ting cos ts , environmenta l impacts
or compliance  cos ts  will be  reduced by adoption of a  new s tandard
conce rning fos s il ge ne ra tion fue l e fficie ncy. AP S  be lie ve s  tha t
these  bene fits  a re  currently be ing achieved and will continue  to be
achieved through nonna  business  practices .

equipment

Question #4: What are  the  potentia l de triments  of adopting the  s tandard?
a . How would the  s tandard a ffect costs?
b. Would there be a dditiona l pla nt and

expenditures?
Would the re  be  additiona l tra ining for plant opera tors?
Would there  be  opera ting costs  from plant improvements?

c.
d.

5
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Would there  be  additiona l environmenta l requirements?

Response : As  the  propose d PURPA s ta nda rd is  writte n, it ma ke s  no me ntion
of the  cos t-e ffe ctive ne s s  of the  e fficie ncy improve me nts . Fos s il
ge ne ra tion e fficie ncy improve me nts  ge ne ra lly involve  incre a s e d
expenditure s  for plant and equipment. These  improvements  could
a ls o le a d to highe r non-fue l ope ra ting cos ts  in s ome  ins ta nce s .
Howe ve r, a  ge ne ra tion owne r will typica lly only imple me nt the s e
e fficiency improvements  when these  cos t increases  a re  more  than
offse t by cost savings due  to reduced fue l consumption.

Question #5: Would the  s tanda rd impact re liability?

Response : Ge ne ra lly, AP S  doe s  not be lie ve  tha t the  a doption of a  fos s il fue l
ge ne ra tion e fficie ncy improve me nt s ta nda rd will impa ct re lia bility.
In the  few cases  where  re liability impacts  a re  anticipa ted, the  cos t-
effectiveness evaluations should account for any costs  necessary to
mitiga te  the  expected re liability impacts .

Question #6: If a dopte d, to  which e le ctric u tilitie s  s hould the  P URP A Fos s il
Fue l Genera tion Efficiency s tandard apply?

Response : If a dopte d, AP S  be lie ve s  tha t this  s ta nda rd s hould be  a pplie d to
gene ra tion-owning e lectric utilitie s tha t are under the
Commis s ion's  juris diction.

Ques tion #7: If adopted, should the  time frame  be  modified?

Response: If the  Commis s ion choos e s  to a ddre s s  the  conce pt of fos s il fue l
gene ra tion e fficiency, it should be  addre ssed in the  Commiss ion's
IP  process , where  s takeholde rs  can discuss  this  issue  and a ll of its
implica tions . Any time fra me  s hould  be  incorpora te d  in to  the
Commission's  rules, ra ther than as a  stand-alone standard.

Question #8: If adopted, how should the  plans  be  deve loped?

Responsel Please refer to the response in Question #7 .

Ques tion #9: If adopted, wha t should the  plans  conta in?

Response : Please refer to the response to question #7.

Conclus ion:

AP S  a gre e s  tha t the  dive rs ity of e ne rgy source s  a nd the  e fficie ncy of its  fos s il fue l ge ne ra tion
pla nts  a re  importa nt cons ide ra tions . The s e  fa ctors  a re  funda me nta l to a ny e le ctric utility's

e.

6
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re source  pla nning a nd bus ine s s  pra ctice s . The  Compa ny note s  tha t the  fe de ra l Fue l Dive rs ity
s ta nda rd la cks  spe cific guida nce  a s  how it would a pply in pra ctice . Like wise , the  fe de ra l Foss il
Fue l Ge ne ra tion Efficie ncy s ta nda rd doe s  not a ddre s s  cos t e ffe ctive ne s s , which is  a  critica l
cons ide ra tion. AP S  be lie ve s  tha t fue l dive rs ity mus t be  cons ide re d a long with othe r importa nt
cons ide ra tions , such a s  cos t, e nvironme nta l impa cts  a nd othe r risk fa ctors . The  Commiss ion's
anticipa ted resource  planning rules  a re  the  appropria te  place  to address  both the  concept of fue l
dive rs ity and foss il fue l gene ra tion e fficiency.
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